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“Western Silver Corporation is a publicly-traded mineral exploration company focused on discovering 
and developing silver properties in the Americas. The Company’s primary project, the 100%-owned 
Pefiasquito property in central Mexico, is emerging as a large silver-gold-lead-zinc district with significant exploration 
upside. Pefiasquito has been independently confirmed as one of the largest undeveloped silver deposits in the world and is 
. ~ one of the few bulk silver deposits that is economic at recent low metal prices. Western Silver also has an interest in the San 
£ Nicolas zinc-copper project with Teck Cominco and owns the Carmacks Copper project in the Yukon. The Company, 
f which is rage. recognized for its technical ability, is listed on the American (AMEX: WTZ) and Toronto 
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a be _ Annual General Meeting of Shareholders 


ap a The annual general meeting of the shareholders of the Company will take place at 2:30 pm on Thursday, March 4th, 
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orward looking statement 
rements contained in this annual report that are not historical facts are forward-looking statements as that term is 

efined in the private securities litigation reform act of 1995. They involve risks and uncertainties that could cause actual 
ally from estimated results. Forward looking statements include, but are not limited to, estimates of 

roduction, costs, currency avi’ g and market prices for the company’s products and other 
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WESTERN SILVER CORPORATION is a publicly-traded 
mineral exploration company with a primary focus of 
discovering and developing silver properties in the 
Americas: 


° The Company’s 100%-owned Pefiasquito property is 
one of the world’s largest undeveloped silver deposits. 


° It is also one of few bulk-silver deposits economic at 
last year’s low metal prices. Prices have risen sharply 
since then. 


° Large quantities of gold, zinc and lead, all mineable at 
current prices, also add to Pefiasquito’s favorable 
economics. 


e This emerging silver district has significant exploration 
upside. Drill results reinforce the Company’s belief that 
Pefiasquito is a district-scale mineral system with 
multiple deposits at different locations on the 147- 
square mile property. 


* Both Pefiasquito and San Nicolas, another Company 
development property, are located in Zacatecas State, 
central Mexico, a well-established mining region with 
excellent infrastructure. 


° Rising metals prices have significantly improved the 
economics of the Company’s other development 
projects leading to a re-evaluation of their economic 
potential. 


» The Company’s technical team is internationally 
recognized for its outstanding abilities in discovering 
and developing exploration properties. 


WESTERN SILVERS SHAREHOLDERS ENJOY A HIG 


EXPOSURE TO SILVER AND ARE WELL POSITIONED TO Bi 


SHORTAGE OF SUPPLY OR RISE IN ITS P} 
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In February, the Company changed its name to 
Western Silver Corporation, more clearly reflecting its 
focus on silver. Its shares commenced trading on the 
American Stock Exchange in the same month. 


In March, SNC-Lavalin Engineers and Constructors 
Inc. identified the Company’s wholly-owned 
Pefiasquito project as one of the world’s largest 
undeveloped silver deposits. 


In July, an independent scoping study by M3 Engineering 
and Technology pointed to ‘decidedly favorable financial 
indicators’ at Pefiasquito and recommended the project 


proceed to a full feasibility study. 


In August, the Board of Directors was strengthened 
with the appointment of David Williams. 


In December, the Company successfully closed a $12.4 
million financing. The funds will be used to move the 
Pefiasquito project forward. 


During the year more than 26,500 meters of drilling 
were completed, with in-fill holes completed at Chile 
Colorado, shallow gold-silver mineralization identified 
at Pefiasco, and three new areas of mineralization 
discovered. 


A milestone-driven company 


Western Silver is moving forward systematically to 
develop its key Penasquito property, reduce overall 
risk, strengthen the Company and build and 
nurture partnerships. 


In order to add value in the year ahead, the Company 
plans to: 


° Complete the pre-feasibility study on Pefiasquito’s 
Chile Colorado zone. 


* Estimate the resource at the property’s Pefiasco zone 
also known as the Outcrop Breccia. 


° Evaluate the high grade intersection at La Palma in the 
northeast region of Pefiasquito. 


e Evaluate the significance of the property's El Sotol and 
El Chamisal discoveries. 


* Complete delineation drilling at Pefiasquito’s Azul NE 
and Luna Azul Zones. 


° Maximize the value of assets outside of Pefiasquito. 


° Add U.S. influence to the Company’s Board of 


Directors. 
* Strengthen management. 


° Continue to nurture and build relationships with 
partners outside Pefasquito. 


AL REPORT 


An exceptional year 


THIS PAST YEAR was clearly an exceptional one for 
Western Silver Corporation and its shareholders. The 
Company remained committed to its stated objective of 
exploring for world-class mineral deposits in the 
Americas with its primary focus on its Pefiasquito silver, 
gold, zinc and lead deposit located in the State of 
Zacatecas in central Mexico. Several important 
milestones were achieved during the year. The most 
notable were the successful listing of the Company's 
shares on the American Stock Exchange; the change of 
our name from Western Copper Holdings to Western 
Silver Corporation which more clearly reflects our 
exploration focus; the completion by SNC-Lavalin of a 
resource calculation on the Chile Colorado Zone at 
Pefiasquito that identified it as a potential world-class 
bulk silver deposit; and, completion of a detailed 
Scoping Study by M3 Engineering & Technology 
Corporation that clearly demonstrated the deposit’s 
economic potential. Our long-term strategy of focused 
exploration, careful money management, responsible 
reporting and respect for our shareholders has made 
Western Silver one of the best performing mining stocks 
over the past two years. 


Going forward, we expect to complete a pre-feasibility 


study on the Chile Colorado deposit in the first quarter 
of calendar 2004; initiate a full feasibility study to be 


completed early in 2005; and, continue to expand our 
silver and gold resources by aggressive diamond drilling 
of previously identified zones that have clearly 
demonstrated Chile Colorado-type mineralization and 
potential. To meet these objectives we recently 
completed a private placement offering of 2.4 million 
shares, which netted the Company approximately $11.5 
million after underwriting and legal expenses. 

I would like to express my appreciation to our 
dedicated core of shareholders who have supported us 
over the years, our directors, management, staff and in 
particular our outstanding team of explorationists 
without whom none of our success would have been 
possible. I would also like to thank Robert Quartermain 
and Michael Halvorson for their service to the Company 
through its formation and development and their 
contribution to its growth. Both have agreed not to 
stand for re-election in order to accommodate changes to 
the Board of Directors. We are well positioned for future 
growth and I look forward to another outstanding year 
in 2004. 
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E Dale Corman, P. Eng 
Chairman and Chief Executive Officer. 
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ExpLoraTION is a difficult and time-consuming 
business. Many prospects that initially appear promising 
fail to survive the truth machine, otherwise known-as a 
drill rig. | am happy to report that continued drilling at 
Pefiasquito during 2003 has not only established the 
Chile Colorado zone as a potential world-class open pit 
silver deposit, but has also identified several other zones, 
most notably Pefiasco, with similar potential. We hope 
to demonstrate with additional drilling during 2004 that 
Chile Colorado is only one part of a district-scale 
mineral system present at Pefiasquito. 

A layer of gravel up to thirty meters thick covers the 
Pefiasquito project area. This fact explains how such a 
large mineralized system remained concealed for almost 
500 years after the Spanish made the first silver discovery 
in the district. The gravel also lengthens and complicates 
the exploration process. Because only a tiny patch of 
outcrop is exposed for mapping and sampling, the 
integrated use of geophysics, geochemistry and 
systematic drilling is required to delineate the extent of 
the mineralized system and to define discrete mineralized 
zones such as Chile Colorado. 

We completed over 26,500 meters of drilling at 
Pefiasquito during 2003, with almost half of that total 


Geologists examine core as it comes out of the 


ground at Penasco. 


expended on exploration and in-fill drilling at Chile 
Colorado. The project total since drilling began in 1994 
now stands at 78,300 meters, with 60% of that total 
drilled by Western Silver during the last two years. The 
highlights of the 2003 work program include 
completion of reserve definition drilling at Chile 
Colorado; delineation of a large area of near-surface 
mineralization at Pefiasco; and, the discovery of three 
new areas of mineralization at El Sotol, La Palma and El 
Chamisal. An ambitious drilling program will start early 
in 2004 to define measured and indicated resources at 
Pefiasco and Azul NE; and to evaluate the significance of 
mineralization at El Sotol, La Palma, El Chamisal, and 
the Azul Breccia, with definition drilling to follow if 
initial drill results are favorable. 

Successful exploration is the product of adequate 
funding, good prospects and knowledgeable and 
motivated people. I would like to acknowledge the 
contributions of our entire exploration team and two 
individuals in particular. Tom Turner, our Mexican 
Exploration Manager, has assembled, trained and led an 
outstanding workforce at Pefiasquito and has worked 
nonstop to discover mineralization on both a prospect 
and district scale. Abelardo Garza continues to provide 


ak 


Drill core is measured and logged 
at Mazapil warehouse. 
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us with timely and accurate advice on land and a li 

permitting issues that are vital to the long-term success a 

of the project. THAT 
People often ask why we continue to drill at 

Pefiasquito and when we plan to stop. Additional drilling PENAS( 

to delineate the distribution and grade of the entire 

Pefiasquito mineral system is necessary to determine the ROT 

optimum size and sequencing of mining operations. If a 

successful, drilling also will add significant shareholder COLORAD 

value by converting the project’s substantial blue sky 

potential into defined mineral resources. I am confident WORT 

that our 2004 drill program will accomplish both of ay 

these objectives and I would like to thank Western DEPOT. 

Silver’s management, directors and shareholders for their as 

continued support. 


Thomas C. Patton, Ph D 
President and Chief Operating Officer 


Core is sawed in half, with half sent for assay and half Large core storage warehouse with bagged samples ready 
stored for future reference. for shipment to laboratory in foreground. 
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nm inventories 


| outstripped mining supply 
WILHLN the next [Lve years 


GLOBAL inventories of silver are tightening. Each year 
since 1990 demand for silver has outstripped supply by 
an average of 140 million ounces a year. In order to meet 
demand, inventories have been drawn down to between 
400 million and 800 million ounces from 2.3 billion 
ounces, a 50-year low. More importantly, since 1980 
the ratio of inventories to consumption has fallen from 
more than 80 months to under 12 months today. 

If this trend continues, inventories of silver will be 
critically tight within five years. At some point before 
then the price of silver will have to adjust in order to 
reduce demand and increase supply. 

Large silver deposits are difficult to find. Most of 
the world’s silver is a byproduct of gold, copper and lead- 
zinc mining where it represents a small portion of the 


bottom line. There is little economic incentive for these 
operations to increase silver production. Consequently, 
the supply of silver may not respond to a small rise in its 
price. And a sharply higher silver price is unlikely to 
reduce silver consumption. 

Western Silver and its shareholders are well 
positioned to take advantage of any shortage of supply 
or rise in the price of silver. The company’s 100%- 
owned Pefiasquito project is one of largest undeveloped 
silver deposits in the world. It is one of the few bulk 
silver deposits that is economic at metal prices of early 
2003. Since then prices have risen sharply, substantially 
improving the economics of the project. Unlike 
Pefiasquito, many other silver deposits are narrow veins 
mineable by underground methods that cannot be 
placed into production or ramped up in size quickly. 
Significant quantities of gold, zinc and lead, all 
mineable at current prices, add to Pefiasquito’s 
favorable economics. 


Critically 


tight 
inventories 
—less than 6 


weeks 
consumption 


No 
inventory 
unless 


production 
increases 


Silver Inventories | Millions of ounces 


Notes: 


1) Inventories include reported and estimated unreported total including coins 
2) Projections assume mine supply increases at 1% a year, industrial consumption increases at 2% a year from 2002 levels. 


WESTERN 


SILVER CORPORATION 


Source: CPM Group and Proteus Capital Corp. estimates 
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The indispensable metal 


SILVER has unique attributes that make it indispensable. 
It is strong, malleable and highly conductive. It is 
sensitive to and highly reflective of light. Its reactivity 
forms the basis for its use in catalysts and photography. 
Its versatility makes it hard to substitute. 

Demand for silver falls into three main categories: 
industrial use which accounts for 40% of silver demand; 
jewelry and silverware which accounts for 30% of 
demand and photographic, 24% of demand. 

In industry, silver has many electrical and electronics 
applications including switches, conductors, multi-layer 
ceramic capacitors, windshields and conductive 
adhesives. Because of its ease of use in electro- 
deposition, it is widely used in plating. Its 
strength and conductivity make it 


Industrial 


40% 


desirable for soldering and brazing. Silver has increasingly 
important uses in the medical field as a disinfectant for 
bacteria and algae. 

Silver’s malleability and ability to reflect light makes 
it highly desirable for manufacturing jewelry. 

Silver nitrate has been used in photography since 
its inception. Increasing use of digital cameras and 
technology has seen some decline in the silver use in the 
consumer photographic market. Although the use of 
digital cameras continues to expand, its effect on overall 
silver usage has been modest. 


Source: The Silver Institute 


Photography 
24% 


The Silver Market | Components of demand, 2002 


Source: World Silver Survey 2003 


Industry 


Electronics 


Photography 


Western Silver's 100%-owned Pefiasquito 
silver project continued to produce exciting 
results during 2003 and maintained its 
position as the Company’s 
number-one exploration 
priority. Also, the increase 
in both base and precious 
YUKON 
metal prices during the 
year raised the profile of 
Western Silver's other 
development projects: the 


world class San Nicolas 


WESTERN SILVER’s 100%-owned 
Pefiasquito project is located in the 
western half of the Concepcion del Oro 
mining district in Zacatecas State, 
Mexico, and contains the Chile Colorado 
deposit. An independent resource estimate 
by SNC-Lavalin completed in 2003 established Chile 


Colorado deposit as one of the world’s largest silver 


ZACATECAS 


resources. A subsequent scoping study by M3 
Engineering & Technology Corporation (M3) 
demonstrated that it is one of the few bulk-mineable 
silver deposits in the world with potential to be 
economically exploited at current metal prices. 

We completed over 26,500 meters of drilling during 
2003. The project total since drilling began in 1994 
exceeds 78,300 meters, 60% of which has been completed 
by Western Silver during the last two years. The 2003 


PERATIONS 


copper, zinc, gold and silver deposit also 
located in Zacatecas; and, its 100%-owned 
Carmacks copper oxide project located in the 
Yukon, Canada. The recent rise in metal 
prices will provide the impetus for 
additional exploration work, or in the 
case of San Nicolas, a re-evaluation 
of project economics. The 
status of each of our 
development and 
= Irs exploration properties is 


summarized below: 


program included completion of in-fill 
drilling at Chile Colorado and the 
identification of several other zones, most 
notably Pefiasco, located within the Outcrop 
Breccia, that have the potential to host 
mineralization of similar size and grade to 
Chile Colorado. The objective of the 2004 
exploration program will be to complete 
sufficient drilling to convert the substantial blue sky 
potential of the projects into defined mineral resources 
and demonstrate that Chile Colorado is only one part of a 
district-scale mineral system present at Pefiasquito. 
A four-rig, 40,000-meter drill program will begin 
in late January to test the targets described below and 
shown on the prospect map. 


“THE [CHILE COLORADO] ZONE IS BELIEVED TO BE OPEN AT DEPTH AND 


TO THE EAST AND THE WEST... [HIS CREATES REAL POTENTIAL FOR 


SUBSTANTIALLY EXPANDING THE RESOURCE. 


—M+3 Scorine Stupy 
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Geology 
The central Pefiasquito project area is underlain by the 
Caracol formation of late Cretaceous age, a thick, flat lying 
sequence of calcareous siltstone with lenses of calcareous 
sandstone. Mineralization, in the form of coarse-grained 
galena, sphalerite, tetrahedrite and silver sulfosalts, is 
spatially and genetically related to two large hydrothermal 
eruptive breccia pipes, the Azul and Outcrop Breccias. 
These breccias cut the Caracol sediments and are 
interpreted to have been caused by explosive eruptions of 
underlying quartz-feldspar porphyry stocks. The breccia 
pipes are each about a kilometer in diameter and occur 
inside a quartz-sericite-pyrite alteration halo. Both of the 
breccia pipes show a crude stratigraphic layering, with 
sediment-dominant breccias and thin beds of felsic tuff 
grading downward into porphyry clast and matrix breccias. 
Both of the breccia pipes have been intruded by fluidized 
hydrothermal breccia dikes as well as quartz-feldspar 
porphyry dikes and small stocks. 

All the silver-gold-lead-zinc mineralization at 
Peftasquito is related to the 30 million-year old quartz- 
feldspar porphyry intrusive event. Three styles of 


mineralization have been identified: 


El Sotol 


Outcrop Breccia 
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1. Sheeted sulfide veinlet and disseminated Ag-Au- 
Zn-Pb deposits hosted in the Caracol formation. 
Examples include Chile Colorado, El Sotol, La 
Palma and El Chamisal. 


2. Disseminated sulfide Ag-Au-Zn-Pb deposits in 
fluidized hydrothermal breccias and quartz- 
sericite-pyrite-altered quartz-feldspar porphyry 
intrusives that occur in both the Outcrop and 
Azul breccia pipes. The Luna Azul and Pefiasco 
deposits belong to this deposit type. 


3. Disseminated and veinlet Ag-Au-Zn-Pb deposits 
along clay-altered shear zones that cut the Azul 
and Outcrop breccia pipes. Examples include 
Azul NE and Pefiasco Sur. 


The highlights and principal accomplishments of 
the 2003 program are listed below, with 2004 plans, 
where applicable, shown in bold: 


El Chamisal 


Mazapil 


b 


azul Breccia} 


Chile Colorado 


Cross-Section 


Geologic Map of the Pefiasquito Project | Zacatecas, Mexico gene 


SNC-Lavalin completed an independent resource 
calculation that establishes Pefiasquito as one of the 
world’s largest silver resources. The Chile Colorado zone 
is estimated to contain an in-situ mineral resource of 118 
million tonnes grading 41.85 g/t silver, 0.36 g/t gold, 
0.38% lead and 0.89% zinc, assuming a US$ 4.00 per 
tonne net smelter return (NSR) cutoff. An additional 
58.6 million tonne in-situ inferred resource was also 
identified, grading 28.98 g/t silver, 0.31 g/t gold, 0.24% 
lead and 0.69% zinc and using the same US$ 4.00 NSR 
cutoff. In-fill drilling (seventeen core holes totaling 
6,795 meters) was completed during December. 

SNC-Lavalin will use this information to complete 
an updated resource estimate for Chile Colorado 
during the first quarter of calendar 2004. 


coping study 
The M3 scoping study completed in July demonstrates 
strong potential for the Chile Colorado deposit. The 
study indicates a pre-tax Internal Rate of Return (IRR), 
based on 100% equity, of 25.6 % using metal prices of 
US$ 5.00 per ounce silver, US$ 325 per ounce gold, 
US$0.45 zinc and US$0.23 lead. Using the pit shell that 
provides the highest IRR, indicated potential metal 
recoveries over the projected 12.2 year mine life are 
112,278,711 ounces of silver, 744,095 ounces of gold, 
760,996 tonnes of zinc and 284,782 tonnes of lead at a 
production rate of 20,000 tonnes per day or 7.3 million 
tonnes per year. Higher metal prices will result in more 
tonnes being processed which will extend the project life 
far beyond the projected 12.2 years. The estimates for 
project capital and operating costs are US$148.6 million 
and US$5.40 per tonne respectively. 

M3 will complete a prefeasibility study for Chile 
Colorado during the first quarter of 2004 using SNC- 
Lavalin’s new resource calculation and updated cost 
figures and metal prices. 
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SNC-LAVALIN’S RESOURCE ESTIMATION (US$) | PENASQUITO PROJECT — CHILE COLORADO DEPOSIT 


In March 2003, SNC-Lavalin issued a report estimating the indicated in situ resources for the Chile Colorado deposit. It concluded: 
‘In the opinion of SNC-Lavalin, there is a potential to increase mineral resources for Western Silver in both the existing Chile Colorado 
zone and in the adjacent zones.’ A pre-feasability study to be released early in calendar 2004 will update the mineral resource estimates. 


INDICATED MINERAL RESOURCE ESTIMATE AS OF MARCH 2003. | INFERRED MINE STII 
Above Above 

Type Cut-Off Tonnage Silver Gold Lead Zinc Type Cut-Off Tonnage Silver Gold Lead Zinc 

($/t NSR) (1000t) (g/t) (g/t) (%) (%) _($/t NSR) (1000t) (g/t) (g/t) (%) (%) 
Sulfide 4.00 110,073 42.92 0.36 0.37 0.92 Sulfide 4.00 57,321 29.11 0.31 0.23 0.70 
Sulfide 10.00 39,807 73.04 0.54 0.59 1.45 Sulfide 10.00 9,074 51.52 0.55 0.34 1.13 
Oxide 4.00 7,843 26.79 0.30 0.51 0.46 Oxide 4.00 1,284 23.35 0.26 0.59 0.36 
Oxide 10.00 7965 626i) 3 0-50) 5 1.162 =. 0.95 Oxide 10.00 33 35.72 0.79 «20.45 ~=«O0.51 
Total 4.00 117,916 41.85 0.36 0.38 0.89 Total 4.00 58605 28.98 0.31 0.24 0.69 
Total 10.00 40,603 72.84 0.54 0.60 1.44 Total 10.00 9,107 51.46 0.55 0.34 1.13 


Source: SNC-Lavalin 


Note: The mineral resource estimate were prepared to be consistent with the Canadian Institute of Mining, Metallurgy and Petroleum’s (CIM) Standards on 
Mineral Resources and Reserve - Definitions and Guidelines prepared by the CIM Standing Committee on Reserve Definitions and adopted by the CIM 
council on August 20, 2000. 

Resource estimates were prepared by Zofia Ashby, P.Eng, and Wesley Hanson, P.Geo, both independent qualified persons as described in Section 1.2 
of National Instrument 43-101. Dr. Thomas Patton was the qualified person responsible for the geologic content. 

U.S. shareholders should read references to ‘resources’ as ‘mineralized material.’ 


M3’S SCOPING STUDY (US$) 


An independent scoping study completed in July 2003 on Pefhasquito’s Chile Colorado zone by M3 Engineering & Technology of Tucson, 
Arizona, concluded: 

‘Based on the data to date the financial indicators for this project appear decidedly favorable.’ Since the scoping study, metals prices 
have risen sharply, improving the economics of Pefasquito’s Chile Colorado zone. These metal prices will be reflected in the pre- 
feasability study to be released early in calendar 2004. 


CHILE COLORADO SCOPING STUDY _ 


$5, 00 per ounce 


Mine life _ ae 12.2 years Silver 

Mine throughput 20,000 tpd Golds. ae 9 ; $325.00 per ounce 
Average stripping ratio 2.2 to1 Zinc $0.45 per pound 
Capital costs US$148.6 million. Lead $0.23 per pound 


Average net smelter return . $11.41 per tonne 


Operating cost _ $5.40 per tonne _ CONTAINED METAL QUANTITIES 
IRR before tax (100% equity) 25.6% Silver 129 million ounces 
IRR after tax (100% equity) 15.8% Gold 1.14 million ounces 
Silver cash cost per ounce $0.91 Zinc 895,289 tonnes 
Lead 323,615 tonnes 


Source: M3 Scoping Study 


Note: Dr. Conrad Eugene Huss, P.Eng was the qualified person responsible for the authenticity of the contents of the M3 Scoping Study. The Scoping Study 
was prepared in compliance with National Instrument 43-101, Companion Policy 43-101CP, Form 43-101F and the CIM Standards on Mineral Resources 


and Reserves — Definitions and Guidelines. 
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The Pefiasco deposit is located in the eastern and 
southern portions of the Outcrop Breccia pipe, 
approximately 1700 meters northwest of Chile Colorado. 
Western Silver completed a total of 10,216 meters of drilling 
in 32 shallow rotary (RC) holes and 15 core holes during the 
year. Initial RC drilling discovered shallow ore-grade gold 
and silver mineralization in S-09-03 and S-24-03 on the 
west side of the Pefiasco outcrop. This was followed by a 
series of RC and core holes on the east, west and north sides 
of the Pefiasco outcrop that delineated thick intervals of 
porphyry-style hydrothermal and intrusive-hosted gold- 
silver-lead-zinc mineralization. The Pefiasco zone occupies 
an area extending for 600 meters east-west by 500 meters 
north-south and is up to 370 meters thick. More drilling will 
be necessary to determine if Pefiasco Sur is a separate zone of 
shear-hosted mineralization or part of the Pefiasco system. 
Mineralization rises close to surface where porphyry dikes 
have cut the mineralized breccia, making it particularly 
attractive for open-pit mine development. Pefiasco is a large 
mineralized system comparable in size and grade to Chile 
Colorado but closer to the surface. 

SNC-Lavalin will complete a preliminary resource 
calculation during the first quarter of calendar 2004 to 
guide next year’s 50-meter grid drilling program to 


delineate a measured and indicated resource. 


exploration drilling 


Three new zones of Chile Colorado-style mineralization 
were discovered during 2003 by targeting permissive 
geophysical, geochemical and alteration anomalies. The 
La Palma and El Chamisal zones are 1000 meters and 
1600 meters respectively east of Pefiasco and are part of a 
strong induced polarization (IP) anomaly that extends 
easterly from Pefiasco. The El Sotol discovery is located 
900 meters northwest of Pefiasco and is located at the 
southeast end of a strong IP anomaly that extends for 
500 meters to the northwest. 

Each of these targets will be tested by a series of 
core holes early in the 2004 drill campaign. If results 
are favorable, the prospects will be grid drilled on 50- 
meter centers to delineate measured and indicated 
resources. Grid drilling of the previously defined Azul 
NE and Luna Azul targets will also be completed. 


OTHER MINERALIZED ZONES IS ALSO AN IMPORTANT 


THE RESOURCE WILL OPEN THE OPPORTUNITY FOR 


WITH HIGHER THROUGHPUT WHICH CAN TAKE 


OWER UNIT CAPITAL AND OPERATING COSTS. 


—M+3 Scorinc STupy 
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The last instalment payment owing to the original owner 
of the Alfa claim was made in July. All third-party land 
payments have now been paid in full. A new 20,000- 
meter core storage warehouse and a storage warehouse 
for drilling supplies were constructed with local labor. 
New crew quarters and exploration offices in Mazapil 
were remodeled and occupied during August. 


THE Historic colonial city of 
Zacatecas, in Zacatecas State, 
central Mexico, was settled by 
the Spanish in the mid- 
1500s. Its early prosperity 
was built on the discovery of 
silver in 1546 by a Basque 
noble, Captain Juan de Tolosa, 
and the opening of the San 
Bernabe and Albarrada’s silver mines. 
By 1588, the initial settlement had 
become known as the Very Noble and Loyal 
Village of Our Lady of Zacatecas, because of the large 
quantities of silver shipped from the region to Spain. 
The silver was used to finance Spain’s exploration 
campaigns, not only in Mexico, Central and South 
America, but around the world. During the sixteenth 
century, preachers from Zacatecas traveled on missions 
that took them as far as California. By 1877, silver 
mined around Zacatecas accounted for 60 per cent of 
the value of all Mexican exports making it one of 


Mexico's wealthiest and largest cities. 
Today Zacatecas, situated 700 km north of Mexico 
City, is surrounded by agricultural and cattle-raising 


Core storage facilities will be expanded again 
during 2004 with the construction of a new 80,000- 
meter core storage warehouse. Permitting issues are 
being addressed. Base line studies were initiated in July 
2003 and will form part of an environmental impact 
study that will be incorporated in the Final Feasibility 
Study which is scheduled for completion early in 2005. 


as State where mining silver has been 


mines are the reason Mexico remains 


lands. Perfectly preserved colonial 
buildings, more than 400 years 
old, are testimony to its rich 
cultural past. Little has 
changed in the many parts of 
the city. A casual stroll 
through the city will reveal 
ornate cathedrals, historic 
hotels, monasteries, convents, 
majestic government buildings and 
museums full of artifacts and history. In 

1993, UNESCO declared the city of Zacatecas a 
‘cultural treasure of humanity.’ 

Zacatecas State is Mexico’s eighth largest and has 
more than 15 mining districts which yield silver, gold, 
zinc, lead and other minerals. Zacatecas State continues 
to be the largest source of silver in Mexico and is the 
reason Mexico remains the world’s largest silver 
producer. The silver mine at El Bote has been in 
operation for over 200 years. 

The Zacatecas Silver Belt is one of the most prolific 
silver producing areas in the world, hosting the Fresnillo 
and Zacatecas silver mines which, combined, have 
produced over 1.5 billion ounces of silver. 
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OTH ER, PROSPECTS 


Development Properties 


San Nicolas 

The world-class San Nicolas massive sulphide deposit in 
Zacatecas, Mexico, was discovered in 1997 by joint 
venture partners Teck Cominco and Western Silver. Teck 
Cominco delivered a feasibility study in December 2001 
based on conventional open pit mining at a rate of 15,000 
tonnes per day of 65.2 million tonnes of ore averaging 
1.32% copper, 2.04% zinc, 0.53 g/t gold and 32.1 g/t 
silver. Metal prices (US$) used in the base case analysis 
were $0.90/Ib copper, $0.50/Ib zinc, $5.00/oz silver and 
$300/oz gold. Because of depressed metal prices and an 
oversupply of zinc metal, the project has been on care and 
maintenance status for the last two years. 

Western Silver’s interest, currently 21%, will range 
between 18.75% and 29.75% once a production decision 
has been made, depending on various options available. 
With the recent rise in metal prices, Western Silver has 
been looking for ways to optimize the project economics, 
including underground mining. We will continue efforts 
to move this project forward during 2004. 


Carmack: 

The 100%-owned Carmacks oxide copper project is 
192 km north of Whitehorse in the Yukon. The deposit 
contains an open pit mineable reserve of 15.5 million 
tonnes grading 1.01% copper. Basic engineering has 
been completed on this project by SNC-Lavalin and an 
economic analysis based on the SNC-Lavalin study 
shows the project to be feasible at prices above 
US$0.80/lb copper. With the recent move in copper 
prices above US$0.80/Ib, Western Silver is discussing 
joint venture proposals to advance project development. 
Considerable time, effort and money was spent by 
Western Silver to move the project through the 
permitting process. Now that the Yukon Government 
has taken over the permitting process, Western Silver is 
considering moving this process to completion so that 


development can proceed in a timely basis to take 
advantage of higher copper prices. 
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Western Silver currently owns a 100% interest in 14,500 
hectares (35,815 acres) covering the historic Almoloya 
zinc-lead-silver-gold district located approximately 45 
km east of Parral in southern Chihuahua State. A joint 
venture initiated in November 2002 with Anglo 
American Mexico S. A. de C. V. as operator was 
terminated by Anglo American in July 2003. Anglo 
American’s systematic program of geology, geochemistry 
and geophysics identified several drill targets that were 
deemed by its management to be inconsistent with long- 
term strategies and objectives. All Anglo American 
claims and data have been transferred to Western Silver. 
We plan to review all data and conduct a field review in 
the first quarter of calendar 2004 before resuming 
exploration either on a sole risk or joint venture basis. 


This property is located 20 km south of the city of 
Zacatecas in the heart of Mexico’s most prolific silver belt 
known as the Faja de Plata. Western Silver and 
Cordilleras Silver Mines LDC, a wholly owned 
subsidiary of Apex Silver Mines Limited, completed a 
joint venture agreement in 2002. The agreement 
provides Apex with the right to earn a 70% interest in 


the property by making all option and tax payments 


through March 2005 (US$1.18 million in total). Apex 
may gain an additional 10% interest by arranging 
financing to place the mine into commercial production. 
Apex has made tax and option payments for 2004 and 
intends to drill the Loreto vein system this year, where 
sampling and limited drilling by Western Silver has 
demonstrated potential for both high grade and bulk- 


mineable vein and stockwork silver mineralization. 


El Pirul 

Western Silver and Apex jointly agreed during 2003 to 
terminate exploration for massive sulfide deposits on 
claims jointly owned by both parties in the northern part 
of the Zacatecas silver district. The results of mapping 
and geophysics were not sufficiently encouraging to 
justify the time and expenses involved with land 
acquisition and property access agreements in the area. 


Las Cuatas 

Western Silver owns a 100% interest in the Las Cuatas 
5 and 6 claims located approximately 10 km north of 
the San Nicolas deposit. The claims, part of the Ramos 
property, cover a large undrilled coincident magnetic 
and gravity anomaly. Drilling is planned during the 
first quarter of calendar 2004. 


rO EXPRESS MY APPRECIATION TO OUR DEDICATED 


YLDEI 
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SUCCESS WOULD HAVE BEEN POSSIBLE. 
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ISCUSSION AND 


“a 


THE FOLLOWING discussion of the financial position of the Company and the results of operations 


for each of the years in the three-year period ended September 30, 2003 are to be read in 


conjunction with the Consolidated Financial Statements and related Notes. 


T 


Liquidity and Capital Resour 


The Company’s working capital at year-end was $2.07 
million compared to working capital of $1.49 million 
at year-end 2002 and a working capital deficiency of 
$2.38 million at year-end 2001. The working capital 
figures included cash and cash equivalents of $2.74 
million at year-end 2003 and $4.12 million and 
$37,000 at year-ends 2002 and 2001 respectively. An 
active level of exploration and development in 2003 
was financed mainly from the exercise of warrants and 
options. This compares to 2002 wherein the working 
capital deficiency at year-end 2001 was transformed 
into positive working capital through an active capital 
raising effort giving rise to private placements netting 
proceeds of $6.85 million. The working capital 
deficiency at year end 2001 arose mainly from Teck 
Cominco’s willingness to fund Western Silver’s portion 
of the continuing exploration and development at San 
Nicolas through debt. The obligations to Teck 


Cominco were settled in fiscal 2003. 
Financing Activities 


Subsequent to year-end, the Company closed a private 
placement of 2,400,000 shares at a price of $5.15 per share, 
for gross proceeds of $12.36 million. A portion of this capital 
will provide the funding for the exploration, development 
and administrative plans of the Company for fiscal 2004. 

During 2003, the Company completed a private 
placement of 415,616 shares at $3.33 per share to Teck 
Cominco for proceeds of $1.38 million. The remainder of 
the equity raised in 2003 was from the exercise of 
2,303,417 share purchase warrants, at prices ranging from 
$0.65 to $2.00 per share, for proceeds of $3.37 million and 
from the exercise of 1,481,000 share purchase stock 
options, at prices ranging from $1.00 to $3.28 per share, for 
proceeds of $2.85 million. 

Similarly, in 2002, the completed private 
placements of a total of 5,691,128 units/shares at prices 
ranging from $0.65 to $3.15 per unit/share for net 
proceeds of $6.85 million. The remaining equity raised 
in 2002, $1.49 million, came from the exercise of share 
purchase warrants and stock options. During fiscal 2001, 


the Company raised net proceeds of $1.94 million from 
numerous private placements at prices ranging from 


$0.80 to $1.50 per share. 


The Company spent $5.79 million on acquisition, 
exploration and development in fiscal 2003, of which 
81% was spent on the Pefiasquito project. Expenditures 
in 2003 also included preparation of a scoping study on 
the Chile Colorado deposit, showing it to have 
considerable potential. The Company expects to 
continue with an active exploration and development 
program in 2004 including preparation of a pre- 
feasibility study for the Chile Colorado deposit. 

Acquisition costs at Pefiasquito in 2003 amounted 
to $1.24 million. A large portion of this is represented by 
a payment made in July 2003, which virtually completes 
property payments on the Pefiasquito property. 

The Pefiasquito project was also the Company's 
main focus in 2002. Exploration on the Chile Colorado 
deposit led to the completion of the Scoping Study in 
2003. Other areas in Pefiasquito were tested in 2002 and 
showed potential for Chile Colorado type deposits. 

During 2002, Teck Cominco delivered a feasibility 
study on San Nicolas to the Company. The study 
developed a mine plan for estimated mineable reserves of 
65 million tonnes grading 1.32% copper, 2.04% zinc, 
0.53 g/t gold and 32.1 g/t silver. The joint venture 
continues to acquire strategic surface rights. The 
Company, which holds a minority interest in San 
Nicolas, continues to await receipt of a development 
program from Teck Cominco. 

During 2002, the Company also joint ventured two 
other projects, San Jeronimo and El Pirul, to Apex Silver 
Mines Limited. The San Jeronimo joint venture 
continues but El Pirul has been dropped by both parties. 

The Company and Teck Cominco continued to 
acquire property rights and explore at their joint venture 
San Nicolas project in 2001. Although a shortage of 
financing curtailed activities, the Company was also active 
at its Pefasquito, Ramos, San Jeronimo and Tamara 
projects in 2001. The work performed at Pefiasquito in 
2001 encouraged the Company to enter the equity 
markets in 2002 and continue work at Pefiasquito. 


The Company’s net loss for the year ended September 30 
2003 was $1.84 million, or $0.06 per share, compared 
to a loss of $0.51 million, or $0.02 per share, in 2002 
and a loss of $8.9 million, or $0.39 per share, in 2001. 
The increase of $1,329,621 in the 2003 loss over 2002, 
is mainly attributable to: 


1) A net increase in property write-offs of $588,080 in 
2003 over 2002; 


2) Increases in accounting and legal, filing and transfer 
agent fees and promotion and travel, for a total 
increase of $421,936, arising from the Company 
being listed on the American Stock Exchange 
(AMEX) during 2003 and an increase in investor 
relations activities; 


3) Stock based compensation of $269,257 being 
recorded in 2003 whereas the recording of such an 
expense by the Company was not required under 
Canadian generally accepted accounting principles 


(GAAP) until October 1, 2002. 


The loss in 2002 is $8.39 million less than the loss of 
2001, attributable mainly to a property write-down of 
$8.08 million in 2001. 


In 2003, the Company wrote-off $292,931 on the El 
Pirul project and $36,572 on the Naranjo project. In 
2002, the Company was the beneficiary of the 
forgiveness of an accrual of consulting fees, which had 
previously been capitalized. The large write-off in 2001 
is comprised mainly of a write-down of $7.90 million of 
the Carmacks Copper project. The write-down of the 
Carmacks Copper project arose when copper prices fell 


below US$0.80 per pound. 


Administrative expenses in 2003 of $1.57 million 
exceeded those of 2002 by $0.79 million. This included 
extensive work in preparing and reviewing 
documentation required by the AMEX listing; the fees 
required to list on AMEX; and costs associated with 
travel by management and consultants. Other increases 
included consulting fees up approximately $70,000 as 


“AND ANALYSIS 


corporate activity increased; office and administration 
increased approximately $80,000, reflecting increased 
costs in staffing, printing, communications and 
insurance. Also, up until 2003, Canadian GAAP did not 
require the expensing of stock options granted to 
consultants, The cost of such stock options grants, 
determined according to the Black-Scholes option 
pricing model, was recorded in 2003. In year 2004 the 
Company will be expensing all stock option grants, 
including those to employees and directors. 

The increase in 2002 administrative expenses of 
approximately $59,000 over 2001 administrative costs 
reflected the greater activity at Pefiasquito. A similar fall- 
off of such expenses in 2001 compared to 2000 reflects 
the Company’s interest in restricting costs and 
conserving cash. 


Western Silver is an exploration stage corporation with 
insufficient revenue to meet its yearly capital needs. 
Western Silver has raised funds necessary to acquire its 
assets, perform exploration and conduct its corporate 
affairs primarily through the private placement of its 
common shares. There is no guarantee the Company 
will be able to continue to raise funds to pursue future 
exploration and development programs. 


Mineral Property Development 


Based both on exploration results to date and reports of 
independent consultants, management of Western Silver 
believes that the pursuit of additional exploration and 
development programs on its mineral properties is 
justified. The recoverability of amounts shown for 
mineral rights and the related deferred costs for any 
property is dependent on the development of 
economically recoverable ore reserves, the ability of 
Western Silver to obtain necessary permits and financing 
to successfully place the property in production and 
upon future profitable production. 

Although some of the expenditure required at its 
Mexican projects in the future may be met by third 
parties, Western Silver will need to raise substantial 
additional funds to finance the development of its 
Mexican properties. 
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Title to Mineral Properties 


Western Silver’s mining claims and rights thereto have 
generally been acquired from other private parties and 
government agencies. Other parties may dispute Western 
Silver’s title to these claims and rights. The determination 
of rightful title to mineral properties is a time-consuming 
process. Although the Company has taken every reasonable 
precaution to ensure that legal title and/or interest in its 
properties is properly recorded in the name of the 
Company, there can be no assurance that such title will 


not be challenged. 
Governmental Requirements 


Western Silver is currently operating mainly in Mexico 
and is thereby subject to that country’s various laws and 
regulations in various areas, including property title, the 
use of local labour, the environment and safety around 
exploration and development activities. Although the 
Company believes it is operating within the provision of 
these governmental requirements, there is no guarantee 
that it is meeting all requirements or that the requirements 
may not be changed by the governmental agencies to the 
detriment of the Company. 


Metal Prices 


The value of the Company’s properties and the prospects 
for their successful development are subject to favourable 
prices for the metals involved, such as silver, gold, 
copper, zinc and lead. Although prices for these metals 
have improved during 2003, there is no guarantee that 
these prices will remain at levels required to make 
development of any given property feasible. 


Corporate Gover! 


Board Responsibiliti 


The Board participates fully in assessing and approving 
strategic planning and prospective decisions proposed by 
management. To ensure that the principal business risks 
borne by Western Silver are appropriate, the Board 
regularly monitors the financial and technical 
performance of Western Silver and its subsidiaries. 
Western Silver's financial reporting, internal accounting 
and control procedures are monitored and approved by 


the audit committee of the Board. In respect to senior 
management succession planning, the Board has a policy 
of being involved in identifying candidates from within 
and outside Western Silver to fill senior management 
positions. As a practice, the Board approves significant 
corporate communications with shareholders. 

The Board, which currently consists of eight 
members, is an effective decision-making body. Of the 
current Board members, Drs. Zeitler and Gayton and 
Messrs. Williams and Halvorson, are considered by the 
Board to be ‘unrelated’ directors within the meaning of 
the Guidelines, as each is ‘free from any interest in any 
business or any other relationship which could, or could 
reasonably be perceived to materially interfere with the 
directors’ ability to act with a view to the best interests of 
Western Silver, other than an interest in relationships 
arising from shareholding.’ Four members of the Board 
are related within the meaning of the Guidelines, with 
Mr. Corman, Dr. Patton and Mr. Page being officers of 
the Company and Mr. Bilheimer being a consultant to 
Western Silver on project engineering matters. 


The Board has no formal policy regarding how matters 
other than those required by statute, must be brought to 
the Board for approval; however, there is a clear 
understanding between senior management and the 
Board, that all major strategic decisions, including any 
change in the strategic direction of Western Silver, 
acquisitions and dispositions of a material nature, and 
material financing commitments, will be presented by 
management to the Board for approval. 


The Board has an audit committee of three directors, 

Dr. Zeitler, Dr. Gayton and Mr. Williams, each being 
‘unrelated’ directors. The audit committee is responsible 
for the integrity of Western Silver's internal accounting 
and control systems and meets regularly with Western 
Silver’s auditors. It receives and reviews the financial 
statements of Western Silver and makes recommendation 
thereon to the Board before such statements are 
approved by the Board. All three of these individuals are 
considered by the Board to be ‘financially literate,’ either 
by virtue of training or experience in senior management 
positions requiring an understanding of financial 
accounting principles. The Board has adopted a formal 
Audit Committee charter. The Board has a nominating 


committee, comprised of Mr. Corman, Dr. Zeitler and 
Mr. Williams, which makes recommendation to the 
Board of Directors as a whole. The Board does not have 
separate governance or compensation committees, but each 
member is encouraged to regularly address issues relating to 
these areas of responsibility. 


Western Silver publishes annual and quarterly reports, 
which are available to all shareholders. Western Silver 
has a policy of issuing a press release to announce 
material changes in its operations and results of its 
exploration activities. All enquiries to Western Silver 
receive a prompt response from appropriate officers of 
Western Silver. 


The Penasco outcrop was the only clue that a large 
mineralized system was present at Penasquito. 


Old headframe at former silvermine in 
Concepcion del Oro district. 


Pefiasco outcrop in foreground rises above 


broad Mazapil Valley. 
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December 16, 2003 


THE ACCOMPANYING consolidated financial statements of the company have been prepared by management in 
accordance with accounting principles generally accepted in Canada which have been reconciled to accounting principles 
generally accepted in the United States as set out in note 11, and contain estimates based on management's judgement. 
Management maintains an appropriate system of internal controls to provide reasonable assurance that transactions are 
authorized, assets safeguarded, and proper records maintained. 


The Audit Committee of the Board of Directors has met with the company’s auditors to review the scope and results of 
the annual audit and to review the consolidated financial statements and related financial reporting matters prior to 
submitting the consolidated financial statements to the Board for approval. 


The company’s auditors, PricewaterhouseCoopers LLP, are appointed by the shareholders to conduct an audit in 
accordance with Canadian and United States generally accepted auditing standards, and their report follows. 


Robert J. Gayton 


Vice President Finance 


Thomas C. Patton 
President 
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To the Shareholders of Western 


We have audited the consolidated balance sheets of Western Silver Corporation (formerly Western Copper Holdings 
Limited) (an exploration stage company) as at September 30, 2003 and 2002 and the consolidated statements of loss 
and deficit, cash flows and shareholders’ equity for the years ended September 30, 2003, 2002 and 2001. These financial 
statements are the responsibility of the company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards in Canada and the United States. 
Those standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 
company as at September 30, 2003 and 2002 and the results of its operations and its cash flows for the years ended 
September 30, 2003, 2002 and 2001 in accordance with Canadian generally accepted accounting principles. As required by 
the British Columbia Company Act, we report that, in our opinion, these principles have been applied on a consistent basis. 


Prmntirhautferprs LLP 


Chartered Accountants 


Vancouver, B.C., Canada 
November 14, 2003 
(except as to note 12, which is as of December 16, 2003) 


~~  GONSOLIDATED BALANCE SHEETS 


As at September 30, 2003.and 2002 © (expressed in Canadian dollars) 


Current assets 

Cash and cash equivalents 

Restricted cash and securities 

Accounts receivable and prepaid expense 


Long-term investment (note 3) 


Plant, property and equipment - net of accumulated depreciation 


of $43,613 (2002 - $43,073) 


Mineral properties (note 4) 


Current liabilities 
Accounts payable and accrued liabilities 
Exploration commitments 
olders’ Equity 
Capital stock (note 5) 
Value assigned to stock options (note 5) 


Deficit 


Nature of operations (note 1) 
Subsequent events (note 12) 


Approved by the Board of Directors 


bebe (Eo ot ee 


Director 


ea, 


The accompanying notes are an integral part of these consolidated financial statements. 
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Director 


2003 2002 

$ $ 
2,744,038 4,119,804 
194,198 50,660 
2,938,236 4,519,285 
267,092 267,092 
F339 2,380 
39,447,235 33;98D5/02 
42,654,402 38,774,466 
871,567 2,675,524 
871,567 3,024,345 
59,064,015 51,460,577 
269,257 = 
(17,550,437) (15,710,456) 
41,782,835 35,750,121 
42,654,402 38,774,466 


CONSOLI 


aaa OF LOSS AND DEFICIT — 


For the years ended Se 5 ), 2003, 2002 and 2001 « ( 


General exploration expenditures 


Write-off (recovery) of mineral properties (note 4) 


Administrative expenses 
Accounting and legal 
Capital taxes 

Consulting 

Depreciation 

Filing and transfer fees 
Foreign exchange 
Miscellaneous 

Office and administration 
Promotion and travel 
Stock-based compensation 


Loss before other income (expenses) 


Other income (expenses) 


Gain (loss) on sale of securities 


Interest income 


Loss for the year 
Deficit - Beginning of year 


Deficit - End of year 


Basic and diluted loss per common share 


Weighted average number of common shares outstanding 


The accompanying notes are an integral part of these consolidated financial statements. 


(15,710,456) _ 


(17,550,437) 
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2003 


20,005 
329,503 


349,508 


1595795 
9,551 
381,046 
541 
176,262 
(26,569) 
14,643 
237,461 
350,644 


269,257 _ 


i727 


922,079). 


82,098 
82,098 


(1,839,981) 


= (0,05) ee eee 


eye 
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2002 
$ 


10,749 
(258,577) 


(247,828) 


67,904 
311,056 
3,637 
55,013 
33,204 
14,648 
IOC 
141,788 


784,811 
(536,983) 
6,626 
19,997 
26,623 


(510,360) 


__ (15,200,096) 


(15,710,456) 


(0.02) 


27,086,487 


2001 
$ 


83,773 
8,075,116 


8,158,889 


75,242 


ZIT 939 
8,550 
35,396 
19,584 
10,475 
169,840 
108,828 


725,854 
(8,884,743) 
(21,220) 

4,617 
(16,603) 
(8,901,346) 
(6,298,750) 
(15,200,096) 
(0.39) 


23,066,194 


MENTS OF CASH FLOWS 


03, 2002 and 2001 ° (expressed in Canadian dollars) 


2003 2002 2001 
é $ $ $ 
Cash flows provided by (used in) 
Operating activities 
Loss for the year (1,839,981) (510,360) (8,901,346) 
Items not affecting cash 
Write-off (recovery) of mineral properties SDSS) (258,577) 8,075,116 
Depreciation 541 BOO 8,550 
Stock-based compensation 269.2517, — — 
(Gain) loss on sale of securities — (400) 21,220 
(1,240,680) (765,700) (796,460) 
Change in non-cash working capital items 
Accounts receivable and prepaid expense (143,538) (37,344) (6,043) 
Accounts payable and accrued liabilities 44,743 (111,578) (19,459) 
(1,339,475) (914,622) (821,962) 
Financing activities 
Shares issued for cash - net of issue costs 7,603,438 8,341,818 1,940,956 
Investing activities 
Long-term investment = 16,400 (15,420) 
Property, plant and equipment — (2,702) a 
Mineral properties (557 91,029) (4,421,638) (2,920,747) 
Accounts payable and accrued liabilities (1,848,700) 1,063,112 1,825,206 
Exploration commitments (348,821) 348,821 = 
Restricted cash and securities 348,821 (348,821) = 
(7,639,729) (3,344,828) (1,110,961) 
(Decrease) increase in cash and cash equivalents (15375, 7/66) 4,082,368 8,033 
Cash and cash equivalents - Beginning of year 4,119,804 37,436 29,403 
Cash and cash equivalents - End of year 2,744,038 4,119,804 37,436 
Supplemental cash flow information 
Non-cash financing and investing activities 
Mineral property costs included in accounts payable 
written off against income and deferred costs — 706,577 — 


The accompanying notes are an integral part of these consolidated financial statements. 
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For the years ended Ser 


Balance - September 30, 2000 


During the year ended 
September 30, 2001 
Issue of shares 
Private placements 
Share issue costs 
Loss for the year 


Balance - September 30, 2001 


During the year ended 
September 30, 2002 
Issue of shares 
Private placements 
Exercise of warrants 
Exercise of stock options 
Share issue costs 
Loss for the year 


Balance - September 30, 2002 


During the year ended 
September 30, 2003 
Issue of shares 
Private placements 
Exercise of warrants 
Exercise of stock options 
Options granted to consultants 


Loss for the year 


Balance - September 30, 2003 


Common shares 


Number of Share 
shares Amount subscription 

$ $ 

22,102,378 41,077,803 100,000 
2,040,667 2,125,000 (100,000) 
—— (84,044) _ 
24,143,045 43,118,759 = 
5,691,128 7,436,327 — 
736,375 983,571 — 
413,500 503,500 _— 
— (581,580) -- 
30,984,048 51,460,577 — 
415,616 1,384,000 — 
2,303,417 3,367,636 _- 
1,481,000 2,851,802 — 
35,184,081 59,064,015 


Cumulative 
deficit 
$ 


(6,298,750) 


(8,901,346) 


(15,200,096) 


(510,360) 


(15,710,456) 


(1,839,981) 


(17,550,437) 


Value 
assigned to 


stock options 


$ 


269,257 


269,257 


The accompanying notes are an integral part of these consolidated financial statements. 


29 


LVER CORPORATION 


* 2003 ANNUAL REPORT 


Total 


shareholders’ 


equity 
$ 


34,879,053 


2,025,000 
(84,044) 
(8,901,346) 


27,918,663 


7,436,327 
983,571 
503,500 

(581,580) 
(510,360) 


see Ui val 


1,384,000 

3,367,636 

2,851,802 

269,257 
(1,839,981) 


41,782,835 


Western Silver Corporation (the company) is incorporated under the British Columbia Company Act and is engaged, directly and through joint 
ventures and subsidiaries, in exploring and the future development of mineral properties in Mexico and Canada. The recoverability of the amounts 
shown for mineral property assets is dependent upon the existence of economically recoverable reserves, securing and maintaining title and beneficial 
interest in the properties, and the ability of the company to obtain the necessary financing to continue the exploration and future development of its 
mining properties or realizing the carrying amount through a sale. 


Management has estimated that the company will have adequate funds from existing working capital, the proceeds of its private placement subsequent 
to the year-end (note 12), and the proceeds from exercise of share options and share purchase warrants to meet its corporate administrative and property 
obligations for the coming year. If the company is to advance or develop its mineral properties further, it will be necessary to obtain additional 
financing, and while the company has been successful in doing so in the past, there can be no assurance that it will be able to do so in the future. 


Principles of consolidation 

These consolidated financial statements include the accounts of Western Silver Corporation and its wholly owned subsidiaries, as listed below: 
Western Copper International Ltd. (BVI) 
WCI (Pefiasquito) Limited (BVI) 
Minera Peftasquito, S.A. de C.V. (Mexico) 
WCI (Nicolas) Limited (BVI) 
Minera Faja de Plata, S.A. de C.V. (Mexico) 
WCI (Geronimo) Limited (BVI) 
WCI Jeronimo Mexico, S.A. de C.V. (Mexico) 
Minera Western Copper, S.A. de C.V. (Mexico) 
Carmacks Copper Ltd. 
Western Copper Holdings Inc. (United States) 


Use of estimates 

The preparation of the consolidated financial statements in conformity with generally accepted accounting principles requires management to make 
estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent liabilities at the date of the consolidated 
financial statements and the reported amount of expenses during the reporting period. Actual results could differ from those reported. 


Cash and cash equivalents 
The company considers cash and cash equivalents to be cash and short-term investments with original maturities of three months or less from the date 
of acquisition. 


Investments 
Long-term investments are valued at cost unless there has been an other than temporary impairment in value, in which case they are written down to 
net realizable value. 


Plant, property and equipment ; 
Plant, property and equipment are carried at cost less accumulated depreciation. Depreciation is provided on a straight-line basis over the estimated 
useful lives of the assets. 


Mineral properties 

The company records its interest in mineral properties at cost. Exploration and development expenditures relating to properties that have economically 
recoverable reserves or significant mineralization requiring additional exploration, as well as interest and costs to finance those expenditures, are deferred 
and will be amortized against future production following commencement of commercial production, or written off if the properties are sold, allowed 
to lapse, or abandoned. 


Option payments are made at the discretion of the optionee and, accordingly, are accounted for on a cash basis. 

Management of the company regularly reviews the net carrying value of each mineral property. Where information is available and conditions suggest 
impairment, estimated future net cash flows from each property are calculated using estimated future prices, proven and probable reserves, and 
operating, capital and reclamation costs on an undiscounted basis. Reductions in the carrying value of each property would be recorded to the extent 


the net carrying value of the property exceeds the estimated future net cash flows. 


Where estimates of future net cash flows are not available and where other conditions suggest impairment, management assesses if carrying value can be recovered. 
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Managements estimates of mineral prices, recoverable proven and probable reserves, and operating, capital and reclamation costs are subject to certain 
risks and uncertainties which may affect the recoverability of mineral property costs. Although management has made its best estimate of these factors, 
it is possible that changes could occur in the near term, which could adversely affect the future net cash flows to be generated from the properties. 


The acquisition of title to mineral properties is a detailed and time-consuming process. The company has taken steps, in accordance with industry 
standards, to verify mineral properties in which it has an interest. Although the company has taken every precaution to ensure that legal title to its 


properties is properly recorded in the name of the company, there can be no assurance that such title will ultimately be secured. 


Loss per common share 


‘Loss per common share is calculated using the weighted average number of common shares issued and outstanding during each year. Diluted loss per 


common share is calculated using the treasury stock method, which assumes that stock options are only exercised when the exercise price is below the 
average market price during the year and that the company will use these proceeds to purchase its common shares at their average market price during 
the year. 


Translation of foreign currency 

Monetary assets and liabilities resulting from foreign currency transactions are translated into Canadian dollars using the year-end conversion rates. 
Other assets are translated at rates prevailing at acquisition dates. Expense items are translated into Canadian dollars at the rate of exchange in effect at 
the date of the transaction. All exchange gains or losses arising on translation are included in results of operations for the year. 


The company’s foreign subsidiaries are considered to be integrated operations and as a result they maintain their records in Canadian dollars. 


Stock-based compensation plans 

Effective October 1, 2002, the company adopted the new Canadian Institute of Chartered Accountants (CICA) accounting standard for stock-based 
compensation which requires prospective application to all stock options granted on or after October 1, 2002. Under this standard, all stock-based 
payments to non-employees shall be accounted for using the fair value based method of accounting. As permitted by the standard, in respect of stock- 
based payments to employees and directors, the company has elected not to follow the fair value based method of accounting for stock options. As a 
result, the company discloses in note 5(c) the pro forma effect of accounting for stock options granted to employees and directors subsequent to 
October 1, 2002 using the fair value based method. 


Income taxes 

The liability method of income tax allocation is used, based on differences between financial reporting and tax bases of assets and liabilities. Temporary 
differences arising from the difference between the tax basis of an asset or liability and its carrying amount on the balance sheet are used to calculate 
future income tax liabilities or assets. Future income tax liabilities or assets are calculated using the tax rates anticipated to apply in the periods that the 


temporary differences are expected to reverse. 


Long-term investment 


| 2003 
Number of Net book 
shares value Market value 
$ $ $ 
Quaterra Resources Inc. 
Shares Ds 1498460 267,092 352,138 
: : 2002 
Number of Net book 
shares value Market value 
$ $ $ 
Quaterra Resources Inc. 
Shares fe! ,498,460 267,092 89,908 


The holding of Quaterra Resources Inc. (Quaterra) shares has been accounted for as a long-term investment as management intends to retain the shares 
as a means of maintaining an interest in the Nieves property and other properties held by Quaterra. 


The company has officers and directors in common with Quaterra. 
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TED FINANCIAL STATEMENTS 


tember 30, 2003, 2002 and 2001 ® (expressed in Canadian dollars) 


Costs Disposition/ Costs Disposition/ 
Total costs to incurred write-offs Total costs to incurred write-offs Total costs to 
September 30, during during September 30, during during September 30, 
2001 2002 ' 2002 2002 2003 2003 2003 
dipek y N fseseti NS FA ped Dl $ $ $ $ $ 
Mexico 
Faja de Plata 
Pefiasquito 
Acquisition 11,202,506 1,428,260 — 12,630,766 1,241,246 — 13,872,012 
Exploration 1,441,174 2,145,406 — 3,586,580 3,444,320 — 7,030,900 
San Jeronimo 
Acquisition 561,994 71,801 = 633,795 TSS — 641,754 
Exploration 989,130 13,441 — 1,002,571 56,918 — 1,059,489 
Ramos 221882 nn 150,06) (448,000) 1,823,944 444,229 = 2,268,173 
16,316,686 3,808,970 (448,000) 19,677,656 5,194,672 = 24,872,328 
El Salvador 
Acquisition 1,775,608 114,064 — 1,889,672 ae —- 1,889,672 
Exploration 
El Salvador 2,424,236 — — 2,424,236 —_ a 2,424,236 
San Nicolas 3 D.Oyla2 438,373 _ 3,994,525 317,570 = 4,312,095 
Tamara 1,805,489 43,770 — 1,849,259 -- — 1,849,259 
9,561,485 ‘596,207 = 10,157,692 317,570 = 10,475,262 
Almoloya 
Acquisition = = a= — 25,443 — 25,443 
Exploration 859 _ 3,859 36,161 40,020 
_— _ 3,859 _ 3,859 61,604 — 65,463 
E] Pirul 
Acquisition 9,483 1,584 — 11,067 6,300 (17,367) —_ 
Exploration 1076 10,996 a= LU 156,772 (275,564) = 
117,279 —_—~:12,580 =e 129,859 163,072 (292,931) = 
Naranjo 
Exploration 16.62 22, <= 16,643 E929 (36,572) = 
Bacanora 
Acquisition = — — — SDD — 35D») 
Exploration ee — = — 30,627 — 30,627 
fae = ae = 34,182 = 34,182 
Canada 
Carmacks 
Acquisition 2 4,000,000 = = ee = = 4,000,000 < = 4,000,000 
30,012,071 «4,421,638 (448,000) 33,985,709 5,791,029 (329,503) 39,447,235 


a) Faja de Plata 
i) Pefiasquito 
Effective June 28, 2001, the company’s interest in Pefiasquito, through its subsidiary Minera Pefasquito, S.A. de C.V., reverted back to 100% following 


the termination of an option agreement with Mauricio Hochschild & Cia. Ltda. (Hochschild). During the term of the agreement, Hochschild, besides 
incurring exploration expenditures, made a US$500,000 land purchase payment, leaving two such payments to be made by the company. 


* 
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i) ‘fos 


September 30, 2003, 2002 and 2001 ® (expressed in Canadian dolla 


The company negotiated a deferral of the remaining Pefiasquito property payments. The new terms required payments of US$621,000 due on July 3, 2002 
(paid) and a further US$654,000 due on July 3, 2003 (paid). These payments represent the major portion of the total Pefiasquito acquisition costs incurred 
during years 2002 and 2003, respectively. 


The company resumed exploration of the Pefiasquito property in fiscal 2002. Considerable exploration work occurred at Pefiasquito during the 
current period, with the majority being conducted on the Chile Colorado zone. This work led to the preparation of a scoping study based on the 
Chile Colorado zone. Exploration expenditures were also incurred on the Pefiasco, La Palma and EI Sotol areas of the Pefiasquito property. 


Kennecott Exploration Company (Kennecott) retains an uncapped royalty on Pefiasquito of 2%. Minera Catasillas also retains a 3% NSR royalty 
* capped at US$5 million on 100 hectares centered on Pefiasco. 


ii) San Jeronimo 


The company, through its subsidiary WCI Jeronimo Mexico, S.A. de C.V., signed a Definitive Agreement dated August 24, 2000 with Hochschild, 
whereby Hochschild could earn a 68% interest in San Jeronimo by making exploration expenditures totalling US$1.75 million over the next three years. 


As at July 10, 2001, Hochschild terminated its option to earn the 68% interest. As a result, the company’s interest in San Jeronimo reverted back to 
100% effective September 8, 2001. 


Effective June 1, 2002, the company and Apex Silver Mines Limited (Apex) entered into an agreement whereby Apex has an option to earn a 70% 
interest in the property by making US$45,000 in option payments to the company, and making all underlying option and tax payments on the 
property through March 2005. The underlying option payments total US$1,180,000. Apex is meeting its obligations under this agreement. Apex 
earns an additional 10% if it arranges all funding necessary to bring the property to commercial production. 


Kennecott retains an uncapped royalty on San Jeronimo of 2%. 
iii) Ramos 


Minera Teck S.A. de C.V. (Minera Teck) and Minera Western Copper S.A. de C.V. (Minera Western) formed a joint venture in fiscal 1999 with each 
having a 55% and 45% interest, respectively, by merging their respective land positions adjacent to the El Salvador joint venture area. During fiscal 
2003, Minera Teck agreed to drop its interest in Ramos. Minera Western dropped a portion of Ramos but retained that portion of the property 
believed to be the most prospective and will be carrying out a drilling program in 2004. 


A former director of the company is an officer of Teck Cominco. 
b) El Salvador, San Nicolas and Tamara 


The El Salvador, San Nicolas and Tamara properties are located in the state of Zacatecas, Mexico. The company, through its subsidiary Minera 
Western agreed with Minera Teck, to jointly explore and develop the properties pursuant to a July 1, 1997 agreement. Under this agreement, Minera 
Western held a 45% interest and Minera Teck held a 55% interest, with each company being responsible for its share of the exploration costs. 


As a result of amendments to the agreement in years 1999 and 2000, as at September 30, 2003, Minera Teck holds 65% of the shares of Minera 
Tama, a Mexican corporation formed to hold the properties, and Minera Western holds the remaining 35%. Within the El Salvador project, 
approximately one-third of the property, including the San Nicolas deposit area, is held 60% by Minera Tama (participating interest) and 40% by 
Teck Cominco Limited (Teck Cominco) through its acquisition from Sanluis Corporacion, S.A. de C.V. (the Sanluis Interest) in the form of a 
carried interest. On completion of a positive feasibility study, Teck Cominco has the right to elect to convert the Sanluis Interest to a 15% carried 
interest or a 25% participating interest. The balance of the El Salvador project is held by Minera Tama. 


Future funding will be on a Minera Teck 65% - Minera Western 35% basis. Minera Teck retains the right to elect to acquire an additional 10% 
participating interest by arranging 100% of the financing required to put San Nicolas into production. The net result of the elections that may be 


made by Minera Teck and Teck Cominco is that Minera Western will retain an interest in San Nicolas ranging from 19% to 30%. 


The San Nicolas massive sulphide deposit, along with the adjoining El Salvador and Tamara properties, has been on care and maintenance status 
during years 2002 and 2003. Costs incurred include tenure holding costs, limited drilling and acquisition of small parcels of land. 


c) Almoloya 


The company staked claims at the Almoloya silver prospect, about 45 kilometers northeast of Parral, state of Chihuahua, Mexico. 


* 


33 


WESTERN SILVER CORPORATION *® 2003 ANNUAL REPORT 


TES TO CONSOLIDATED FINANCIAL STATEMENTS 


and zo001 * (expressed in Canadian dollars) 


Pursuant to a letter agreement dated May 22, 2002, the company and Anglo American Exploration (Canada) Ltd. (Anglo) agreed to combine certain 
properties held by each company into a single joint venture. During the year, Anglo decided to abandon the project. The page| has therefore 
taken title to all the ‘Property included in the joint venture. 


d) Carmacks Copper Project 


In 1989, the company acquired 50% of the Carmacks Copper Project, which consists of 232 unpatented mineral claims in the Whitehorse Mining 
district of the Yukon Territory, Canada. Under an arrangement dated September 30, 1996, the company acquired the remaining 50% of the 


Carmacks Copper Project. At the time, the company was in the process of obtaining necessary permits to commence commercial production. This 
process was discontinued when copper prices fell below the break-even point for the project and copper prices remained at levels for which the 
project was not economic. Accordingly, in the year ended September 30, 2001, the property was restated to an estimated realizable value of 
$4,000,000 and deferred acquisition and exploration costs and the deferred gain, totalling $7,902,556, were written off. 


e) El Pirul 


In June 2000, the company staked four claims covering 1,462 hectares comprising the El Pirul property, located in the state of Zacatecas, Mexico. 
Pursuant to an agreement entered into during the year with Apex, the El Pirul property was combined with a 4,800 hectare property known as Veta 
Grande which was held by Apex. Under the agreement, the company operated a jointly funded US$200,000 exploration program, which would be 


completed in three stages, consisting of data evaluation, geophysics and drilling. 


The exploration program was completed in fiscal 2003. Both parties have decided to abandon the property and the costs associated with the property 


were therefore written off during the year. 


f) Naranjo 


The company staked 602 hectares in the Naranjo tin district during the fourth quarter of 2000 to cover a number of prospective tin showings in 
rhyolitic host rocks. No exploration was planned until a number of invalid contiguous claims were declared open for staking. As these claims did not 
become available, the company has decided to drop the property. Accordingly, the costs associated with this project were written off during the year. 


Authorized 


100,000,000 common shares without par value 


Issued 


Balance at September 30, 2000 

Pursuant to private placements 

Balance at September 30, 2001 

Pursuant to private placements 

Pursuant to the exercise of share purchase warrants 
Pursuant to the exercise of stock options 

Balance at September 30, 2002 

Pursuant to a private placement at $3.33 per share 
Pursuant to the exercise of share purchase warrants 


Pursuant to the exercise of stock options 


Balance at September 30, 2003 


Number of shares Amount 
$ 

22,102,378 41,077,803 
2,040,667 2,040,956 
24,143,045 43,118,759 
5,691,128 6,854,747 
736,375 983,571 
413,500 503,500 
30,984,048 51,460,577 
415,616 1,384,000 
2,303,417 3,367,636 
1,481,000 2,851,802 
35,184,081 59,064,015 


a) The following summarizes the issuance of capital stock during the year ended September 30, 2003: 


¢ The company received $3,367,636 from the exercise of 2,303,417 share purchase warrants at exercise prices ranging from $0.65 to $2.00 per share 


purchase warrant. 
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September 30, 2003, 2002 and 2001 ® (expressed in Canadian dollars) 


¢ The company received $2,851,802 from the exercise of 1,481,000 share purchase stock options at exercise prices ranging from $1.00 to $3.28 per 


share purchase stock option. 


¢ The company received $1,384,000 from the issuance of 415,616 shares through a private placement at $3.33 per share. 


b) Share purchase warrants 


A summary of the company’s warrants outstanding at September 30, 2003, 2002 and 2001, and the changes for the years then ended, is presented below: 


Balance outstanding - Beginning of year 


Issued 
Exercised 


Cancelled/expired 


Balance outstanding and exercisable 


End of year 


Share purchase warrants outstanding and exercisable as of September 30, 2003 are as follows: 


c) Stock options 


Weighted Weighted Weighted 

average average averageto 

September 30, exercise September 30, exercise September 30, exercise 

2003 price 2002 price 2001 price 

as Seren : : 

4,350,340 1.80 DONSs3o2 1.80 899,814 1.98 

23,077 0.80 3,173,381 1.67 1,686,667 1.74 

(2,303,417) 1.43 (736,375) 1.34 — — 

_ — _(299,998) __ 2.00 | (373,149) 1.96 

2,070,000 231 4,350,340 1.80 2,213,332 1.80 
Warrants 
outstanding and 
exercisable at 

September 30, Average remaining 

Exercise price 2003 contractual life 

wr) PSs) (years) 

1.00 - 1.50 805,000 0.43 

1.60 - 2.00 461,000 0.68 

3.15 - 4.00 804,000 0.80 

2,070,000 0.63 


The company has four stock option plans approved by the Toronto Stock Exchange whereby the company may grant options to its directors, officers, 
employees and independent contractors or consultants. The exercise price of the options is equal to the fair value of the common shares at the date of 
grant and the options are fully vested and exercisable in full at the date of grant unless otherwise determined by the directors. As at September 30, 

2003, 3,205,500 options were outstanding and an additional 95,000 options were available for granting under the plans. 


A summary of the company’s options outstanding at September 30, 2003, 2002 and 2001, and the changes for the years then ended, is presented below: 


Balance outstanding - Beginning of year 


Granted 
Exercised 


Cancelled/expired 


Balance outstanding - End of year 


Weighted Weighted 

average average 
September 30, exercise September 30, exercise September 30, 
2003 price 2002 price 2001 

: Come 
4,111,500 1.68 2,595,000 1.98 2,220,000 
575,000 3.64 2,225,000 1.28 530,000 
(1,481,000) 193 (413,500) E22 — 
= 2 (295,000) 2.00 (155,000) 
3,205,500 1.92 4,111,500 1.68 2,595,000 
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Weighted 
averageto 
exercise 
price 


$ 


1.94 
2.00 


1.43 


1.98 


VOTES FO CONSOLIDATED FINANCIAL STATEMENTS 


rember 30, 2003, 2002 and 2001 ® (expressed in Canadian dollars) 


At as September 30, 2003, 3,130,000 options were exercisable at a weighted average exercise price of $1.88. All options outstanding were exercisable as 
at September 30, 2002 and 2001. 
Options ~ 
outstanding and 
exercisable at 


September 30, Average remaining 

Exercise price 2003 contractual life 
$ (years) 

1.00 - 1.50 1,555,500 3.44 
2.00 1,015,000 1.38 

3.10 - 4.33 635,000 4.17 
3,205,500 2.93 


Pursuant to the new CICA standard on accounting for stock-based compensation, compensation expense on stock options granted to directors and 
employees is disclosed as pro forma information. The company also granted 165,000 options to non-employees. The fair value of these options was 
$269,257, which was charged to the income statement. 


The fair value of stock options used to calculate compensation expense is based on the Black-Scholes option pricing model with the following 
assumptions as at September 30, 2003: 


Average risk-free interest rate 3.7% 
Expected dividend yield — 
Expected stock price volatility 75% 
Expected option life in years 35) 


The pro forma effect on net loss and loss per share for the year ended September 30, 2003 of the actual results had the company accounted for the stock 
options granted to directors and employees using the fair value method is as follows: 


$ 
Net loss for the year 
Reported (1,839,981) 
Stock-based compensation (835,819) 
Pro forma (2,675,800) 
Basic and diluted loss per share 
Reported 0.06 
Pro forma 0.08 


Option pricing models require the input of highly subjective assumptions including the expected price volatility. Changes in the subjective input 
assumptions can materially affect the fair value estimate, and therefore the existing models do not necessarily provide a reliable single measure of the fair 
value of the company’s stock options granted/vested during the year. 


ted party transactions 


a) Included in accounts payable and accrued liabilities is $4,835 (2002 - $6,717) owing to companies/proprietorships controlled by directors and 
officers of the company. 


b) Included in accounts receivable is $132,136 (2002 - $23,063) owed by companies with common directors. 


c) During the year ended September 30, 2003, the company incurred: 
i) $72,000 (2002 - $72,000; 2001 - $72,000) in charges for administrative services and rent from a company controlled by a director 


ii) $11,625 (2002 - $4,115; 2001 - $6,149) in legal expenses from a legal firm in which a director practises as a partner 


iii) fees totalling $382,938 (2002 - $318,835; 2001 - $305,647) for financial, corporate, exploration and engineering consulting from directors and 
officers, and companies controlled by directors and officers of the company. 
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September 30, 2003, 2002 and 2001 ® (expressed in Canadian dollars) 


d) All other related party transactions are disclosed elsewhere in these consolidated financial statements. 
. Income taxes 


As at September 30, 2003, the company has accumulated non-capital losses available for carry-forward of approximately $3,820,000, which will expire 
between 2004 and 2010. The company also has available Canadian and foreign Exploration and Development Expenditures of approximately 
$6,163,000, which are available for reduction of future taxable income. In addition, the company’s Mexican subsidiaries have accumulated tax balances 
that may give rise to future tax benefits. No future tax benefit has been recognized in the accounts for these losses or accumulated tax balances. 

a) The recovery of income taxes shown in the consolidated statements of loss and deficit differs from the amounts obtained by applying statutory rates 
to the loss before provision for income taxes due to the following: 


2003 2002 
$ $ 
Statutory tax rate 37.62% 39.62% 
Loss for the year (58395981) (510,360) 
Recovery of income taxes based on statutory Canadian combined federal and provincial income tax rates (692,201) (202,205) 
Non-deductible items 3,699 668 
Difference between Canadian and foreign tax rates DSS 954 
Losses for which no income tax benefit has been recognized 663,189 200,583 
b) The significant components of the company’s future tax assets are as follows: 
2003 2002 
$ $ 
Future income tax assets 
Mineral property interests 1,667,084 1,658,555 
Operating loss carry-forward 1,375,632 696,126 
Other wee 3732 13,540 
Benefit from losses 3,056,448 2,368,221 
Valuation allowance for future tax assets (3,056,448) (2,368,221) 


The realization of income benefits related to these future potential tax deductions is uncertain and cannot be viewed as more likely than not. 
Accordingly, no future income tax asset has been recognized for accounting purposes. 


. Segmented information 


Industry information 
The company operates in one reportable operating segment, being the acquisition, exploration and future development of resource properties. 


Geographic information 
Revenues from operations in the years ended September 30, 2003, 2002 and 2001 were derived from interest income, which was earned in Canada. 


The company’s non-current assets by geographic location are as follows: 


2003 2002 

<< eee OE: 

Canada 4,268,931 4,269,472 
Mexico 35,447,235» ———_—29,985,709 
39,716,166 34,255,181 
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mber 30, 2003, 2002 and 2001 ® (expressed in Canadian dollars) 


a) Fair value 


The fair values of cash and cash equivalents, accounts receivable, restricted cash and securities, exploration commitments and accounts payable and 
accrued liabilities approximate carrying values because of the short-term nature of these instruments. 


The fair market value of the company’s long-term investment will fluctuate with market prices. The fair market value of the long-term investment is 
greater than cost by $85,046 at September 30, 2003 (2002 - $177,184 less than cost). The company is exposed to a risk of loss if the market price of 


the investment permanently falls below cost. 


b) Foreign exchange risk 


Foreign exchange risk is the risk arising from changes in foreign currency fluctuations. The company does not use any derivative instruments to 


reduce its exposure to fluctuations in foreign currency exchange rates. 


During the year ended September 30, 1998, the company adopted a shareholder rights plan (the Plan) which is designed to encourage the fair 
treatment of the company’s shareholders in connection with any take-over offer and, in particular, any unsolicited take-over bid for the company. 
Pursuant to the Plan, rights have been created and attached to the common shares of the company. Ifa person (the Bidder) acquires 20% or more of the 
outstanding voting shares of the company without complying with the Plan, each right, other than the rights held by the Bidder, will entitle the 
shareholders of the company, other than the Bidder, to purchase, for $100, common shares of the company having a market value of $200. 


The Plan expired in February 2003. 


1 Canadian and United States generally accepted accounting principles (GAAP) 


The company prepares its consolidated financial statements in accordance with accounting principles generally accepted in Canada (Canadian GAAP), 
which differ in certain material respects from those principles that the company would have followed had its consolidated financial statements been 
prepared in accordance with accounting principles generally accepted in the United States (U.S. GAAP). The major measurement differences between 


Canadian and U.S. GAAP are described below, and their effect on the consolidated financial statements is summarized as follows: 


a) Consolidated balance sheets 


Long-term investment - under Canadian GAAP 
Unrealized gain (loss) 


Long-term investment - under U.S. GAAP 


Mineral properties - under Canadian GAAP 
Cumulative exploration expenditures written off under U.S. GAAP (c) 


Mineral properties - under U.S. GAAP 
Shareholders’ equity - under Canadian GAAP 
Measurement differences 

Deficit - under Canadian GAAP 

Deficit - under U.S. GAAP 


Shareholders’ equity - under U.S. GAAP 
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2003 2002 2001 

$ $ $ 

267,092 267,092 283,092 
85,046 (177,184) 16,815 
352,138 89,908 299,907 
39,447,235 33,985,709 30,012,071 
(32,777,729) (28,557,449) (26,012,071) 
6,669,506 5,428,260 4,000,000 
41,782,835 35,750,121 27,918,663 
17,550,437 15,710,456 15,200,096 
(50,243,120) (44,445,089) (41,195,352) 
9,090,152 7,015,488 1,923,407 


CONSOLIDATED FINANCIAL STATEME 


September 30, 2003, 2002 and 2001 ® (expressed in | 


b) Consolidated statements of loss and deficit 


Loss for the year - under Canadian GAAP 

Exploration expenditures for the year (c) 

Exploration costs written off during the year that would have 
been expensed in the year incurred 


Loss for the year - under U.S. GAAP 
Unrealized (gain) loss on available-for-sale securities (d) 


Comprehensive loss - under U.S. GAAP 
Loss per common share before comprehensive income - under U.S. GAAP 


Deficit - under U.S. GAAP - Beginning of year 
Comprehensive loss - under U.S. GAAP 


Deficit - under U.S. GAAP - End of year 
Accumulated other comprehensive loss (gain) 
Beginning of year - under U.S. GAAP 

Other comprehensive (gain) loss 


End of year - under U.S. GAAP 


c) Mineral property exploration expenditures 


2003 
$ 


1,839,981 
4,549,783 


(329,503) 


6,060,261 
(262,230) 


5,798,031 
0.18 


44,445,089 
5,798,031 


50,243,120 


177,184 
(262,230) 


(85,046) 


2002 
$ 


510,360 
25) 9359/18 


(448,000) 


3,055,738 
193,999 


3,249,737 
0.11 


AV195;352 
3249/37, 


44,445,089 
(16,815) 
193,999 


177,184 


2001 
$ 


8,901,346 
2,894,079 


(172,560) 


11,622,865 
(146,816) 


11,476,049 
0.50 


297195303 
11,476,049 


41,195,352 
130,001 
(146,816) 


(16,815) 


Mineral property exploration expenditures are accounted for in accordance with Canadian GAAP as disclosed in note 2. For U.S. GAAP purposes, 
the company expenses, as incurred, exploration expenditures relating to unproven mineral properties. When proven and probable reserves are 
determined for a property, subsequent exploration and development costs of the property are capitalized. The capitalized costs of such properties 
would then be assessed periodically to ensure that the carrying value can be recovered on an undiscounted cash flow basis. If the carrying value 
cannot be recovered on this basis, the mineral properties would be written down to fair value. 


The costs of acquiring mineral rights to properties are capitalized, although the carrying values of such costs are assessed periodically to ensure they 


can be recovered on an undiscounted cash flow basis. 


For U.S. GAAP cash flow statement purposes, exploration expenditures would be shown under operating activities rather than under investing activities. 


d) Available-for-sale securities 


Under U.S. GAAP, securities that are available-for-sale are recorded at fair value and unrealized gains or losses are excluded from earnings and 


recorded in Other Comprehensive Income. 


e) Recent accounting developments 


The CICA has issued CICA 3110, “Asset Retirement Obligations”. The standard, which is similar to Statement of Financial Accounting Standards 
(SFAS) No. 143, is effective for years beginning on or after January 1, 2004. The standard requires recognition of a liability at its fair value for the 
obligation associated with the retirement of a tangible long-lived asset. A corresponding asset retirement cost would be added to the carrying amount 
of the related asset and amortized to expense over the useful life of the asset. The company does not expect this standard to have an impact until it 


reaches its development stage. 


The CICA has issued CICA 3063, “Impairment of Long-Lived Assets.” This standard is effective for years beginning on or after April 1, 2003. This 
statement establishes standards for the recognition, measurement and disclosure of the impairment of non-monetary long-lived assets, including 


property, plant and equipment, intangible assets with finite useful lives, deferred pre-operating costs and long-term prepaid assets. The company does 
not expect that the implementation of this new standard will have a material impact on its consolidated financial position or results of operations. 
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The Financial Accounting Standards Board (FASB) has issued Financial Interpretation No. 46, “Consolidation of Variable Interest Entities - an 
Interpretation of ARB No. 51,” (FIN 46). The primary purpose of this interpretation is to provide guidance on the identification of, and financial 
reporting for, entities over which control is achieved through means other than voting rights. Such entities are known as Variable Interest Entities. FIN 
46 is effective for the company’s 2004 year-end. A similar guideline has been introduced in Canada, Accounting Guideline 15, “Consolidation of 
Variable Interest Entities”. This guideline applies to annual and interim periods beginning on or after November 1, 2004. The company is continuing 
to evaluate the potential impact of FIN 46 and Accounting Guideline 15. 


The CICA has released amendments to Section 3870, “Stock-based Compensation and Other Stock-based Payments,” which require an expense to be 
recognized in financial statements for all forms of employee stock-based compensation, including stock options, effective for periods beginning on or 
after January 1, 2004, for public companies. The company will be required to adopt the standard on October 1, 2004. 


Effective December 16, 2003, the company announced that it has completed a financing with agents Kingsdale Capital Markets Inc., Kingsdale Capital 
Partners Inc., and Orion Securities Inc. The financing was for gross proceeds of $12,360,000, consisting of 2,000,000 common shares plus an 
underwriter’s option for an additional 400,000 common shares, all sold at an issue price of $5.15 each. The underwriter’s option was increased from 
10% to 20% in response to additional demand. The agents have received 240,000 agent’s warrants to purchase common shares of Western for a period 
of 12 months at $5.78 per common share. 


A portion of the proceeds of the financing will be used to conduct further exploration and development of a number of zones within the Pefiasquito 
district. The company is currently conducting infill drilling of the Chile Colorado zone, and intends to conduct further drilling at Pefiasco, El Sotol, 
and La Palma. 
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E Dale Corman, P. Eng 
Chairman and Chief Executive Officer 


Mr. Corman has 40 years of experience in mining, finance and 
corporate development. He has served as President or Chief 
Operating Officer of both operating and exploration resource 
companies, including Consolidated Durham Mines, NBU Mines, 
Noble Minerals and Oils and U.S.-based Thermal Exploration 
Company. Mr. Corman also has an extensive investment banking 
background. He began his career as a field geologist with the 
Geologic survey of Canada in British Columbia. He joined 
Western Silver in his current capacity in 1995. 


Thomas C. Patton, Ph D 
President and Chief Operating Officer 


Dr. Patton has more than 30 years of international experience in 
both the exploration and development aspects of the mining 
business. During his career he has been involved in the discovery 
of a number of significant economic ore bodies. From 1990 to 
1998, Dr. Patton held senior management positions with the Rio 
Tinto group, including running the South American exploration 
efforts of Rio Tinto and previously, North American exploration 
for Kennecott. He was responsible for Kennecott’s activities in 
Mexico, including the early stage exploration of Pefiasquito. He 
joined Western Silver in his current capacity in 1998. 


Thomas Turner 
Manager, Mexico Exploration 


Mr. Turner has been associated with Western Silver since 1998 
and is responsible for its Mexico exploration projects. He is a 
graduate of Michigan Technological University and has been a 
practicing exploration geologist for more than 30 years. His 
work experience extends from Alaska to Ecuador and includes 
the management of exploration projects for numerous types of 
precious and base metal mineral systems. For the last eleven 
years Mr. Turner has worked in Mexico and Central America 
where he has participated in the discovery of several precious 
metals deposits, including Cerro Blanco, Guatemala; El 
Tambor, Guatemala; La Calera, El Salvador; and Western 
Silver’s recent discoveries at Pefiasquito, Mexico. 


Jeffrey Giesbrecht B.E., LI.B. 
General Counsel and Vice President Legal 


Mr. Giesbrecht completed his degree in engineering geophysics 
in 1989 and worked in mineral exploration throughout North 
America before receiving a law degree in 1994. Throughout his 
legal career he has specialized in mining and securities law and 
has acted as Western Silver's General Counsel since 1998. 


Jonathan E. Clegg, P. Eng. 
Project Manager 


Since receiving his degree in civil engineering from Cambridge 
University in 1974, Mr. Clegg has accrued nearly 30 years of 
experience in the design, management and construction of 
mining related projects. This experience has encompassed all 
phases of project development from initial studies to project 
start-up. Mr. Clegg has also worked on infrastructure and 
petrochemical projects. From 1974 to 1979 Mr Clegg worked 
in South Africa on a number of projects before joining Kilborn 
Engineering. In 1979 he moved to Canada with Kilborn and 
remained with the company until 2002. During the last ten 
years he held a number of positions of responsibility with 
Kilborn; from 1999 to 2002 he was Vice President and General 


Manager of Kilborn Engineering Pacific Ltd. 


R. Joseph Litnosky, B.;Comm., CMA 
Chief Financial Officer 


Mr. Litnosky obtained his degree in Commerce from the 
University of British Columbia in 1986 and his Certified 
Management Accounting designation in 1990. He has over 
seventeen years of experience in business, corporate finance, 
and financial management including four years as manager of 
Finance and Administration for Billiton Metals Canada Ltd. 
and the BHP Billiton Investment Group; six years as Chief 
Financial Officer for various junior mining companies; and, six 
years as Chief Financial Officer for Glacier National Life 


Assurance Company, a Canadian national insurance company. 


Gerald Prosalendis 
Vice President, Corporate Development 


Gerald Prosalendis is a corporate strategist who specializes in 
financial markets, corporate development, stakeholder 
communications and the media. He was vice president of 
corporate development for Dia Met Minerals Ltd. and was 
involved in developing the Ekati mine, Canada’s first diamond 
mine, and the sale of Dia Met to BHP Billiton for $687 million. 
Mr. Prosalendis has been a consultant to Anderson & Schwab 
Inc., a mineral and business consulting firm based in New York; 
vice president of corporate development of Shear Minerals Ltd.; 
business editor of The Vancouver Sun; and, a senior counselor to 
James Hoggan and Associates, Western Canada’s leading 
communications firm. Before moving to Canada in 1991, he was 
financial editor of South Africa’s largest financial national 
newspaper, Business Day, and general manager of Times Media 
Limited, that country’s leading publishing company with 
interests in newspapers, magazines and electronic media. Mr. 
Prosalendis has also worked as a financial services analyst for a 
large brokerage firm. 
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HOLDER INFORMATION ~ 


Shareholder Information 


Shares traded on two international stock exchanges: 
Toronto Stock Exchange; WTC 
American Stock Exchange; WTZ 


Shares Outstanding 


Shares Issued: 35,184,081 
Options Outstanding: 3,205,500 
Warrants Outstanding: 2,070,000 
Fully Diluted Shares Sept 30, 2003 40,459,581 
December Financing 2,400,000 
Fully Diluted Shares Dec 31, 2003 42,859,581 


Share Trading Information (fiscal 2003) 
Toronto Stock Exchange ($ Cdn) 


Quarter High Low Shares 


WG Ql 3.60 2.60 3,197,499 
WTC Q2 4.74 3.33 5,868,538 
WTC Q3 3.85 2.71 ‘1,889,674 
Wie Q4 5.40 3.20 6,393,850 
Totals 17,349,561 


Share Trading Information (fiscal 2003) 
American Stock Exchange ($ US) 


ce Quarter High Low Shares 
WTZ Ql — — — 


WIZ Q? 3.10 2.20 3,907,200. 
WIZ Q3 2.65 2.00 4,864,600 
WIZ Q4 4.03 2.26 9,653,000 
Totals 18,424,800 
Cusip No 
959531104 
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